The economy is self sustaining—has automatic stabilizers built in
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Economists are fond of the term "automatic stabilizers." In general, it refers to anything that naturally tends to adjust so as to offset other changes and make a system more stable. One obvious example is unemployment benefits. As an economy slows and people lose their jobs, unemployment insurance provides them with replacement income, which helps keep consumption higher than it would be otherwise. Falling income tax revenue plays a similar role when the economy contracts— with larger fiscal deficits as a consequence. These things happen without any change in laws: they are built into the system and kick in automatically. And they are reassuring. To some extent, any move into recession is offset automatically in a way that naturally leads to recovery.The global version. Several important automatic stabilizers are built into the global economic system. The most important relate to how this system reacts when growth slows in a major economy, such as the United States. One effect should be a fall in long-term interest rates. And these rates have, to some extent, declined since summer 2007. Over time, lower rates should both underpin investment and help the global housing market turn around. But another key automatic stabilizer has traditionally been commodity prices. Normally, as the United States and other economies slow, the demand for and prices of commodities—such as oil—decline. This is a well-established fact. A fall in commodity prices helps keep purchasing power and, thus, demand higher than they would otherwise be in the United States and other advanced economies. Lower inflation also means more room for the U.S. Federal Reserve and other central banks to cut interest rates and, if necessary, for governments to increase their fiscal spending. A fall in commodity prices is not such good news, of course, for commodity exporters, but it is stabilizing for global economic growth as a whole.
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